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The Economic Effects of Federal Taxation 


Important Principle of Any Tax Policy Should Be Preservation of Dollar’s Integrity 


by Hon. THomas B. Curtis 


I WANT to discuss some of the basic things that were brought out in our studies of the economic 
effects of Federal taxation. Neither the staff of the subcommittee nor my colleagues quite agree 


with the conclusions I am going to express. 


At the start, I would like to refer to the title adopted by the committee for its study, “Federal 


tax policy for economic stability and growth.” 
This was not the title I suggested at the time I 
was urging these studies to be made and a 
subcommittee established to make them. 


The title I used and still like to use to refer to 
these studies is: “The economic effects of Federal 
taxation.” 


The difference in these two titles reflects a basic 
difference in political philosophy. The overtones in 
the title “Federal tax policy for economic stability 
and growth” imply that the Federal tax policy can 
be used deliberately by the political government to 
promote economic stability and growth in our 
society. 


Many of the papers presented by the panelists as- 
sumed without posing the question that the Federal 
government deliberately should use its taxing power 
to promote economic stability and growth. There is 
another political philosophy however which says, 
granted that any tax or any system of taxation has 
economic effects and so affects economic stability and 
growth. nonetheless the purpose of taxation should 
remain solely that of raising revenue, therefore the 


tax or tax system which has the minimum effect on 
the economy is the better, to that extent. 


It can be argued that the difference in approach 
does not effect the results. In other words, our tax 
take being as high as it is has a very great impact on 
our society whether we regard the taxing power as 
solely a method of collecting revenues or whether 
we regard it as also a proper tool for intentionally 
producing economic results. Granting that the tax 
take has this impact, under either theory it would be 
the proper objective to set up the tax structure to 
produce the maximum amount of stability and 
growth in our economy. 


The difference lies, perhaps, in the frame of mind 
one has toward the amount of governmental expendi- 
tures. The person who looks upon the taxing power 
as an affirmative means for affecting the economy 
recognizes that the larger the tax take, and the higher 
the tax rate, the stronger is the taxing power as a 
device for affecting the economy. 


Accordingly, he views the amount of governmental 
expenditures with equanimity. If he is a Fabian so- 
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cialist he actually pursues the course of bringing 
about greater governmental expenditures because he 
pursues two concurrent courses. The more govern- 
ment spends, whatever the purpose, the greater con- 
trol the government has over the economy through 
the control of expenditures; likewise, the more it 
spends, the greater the taxes and so the more effective 
is this other powerful weapon of governmental con- 
trol. 


Economic Effects Not Planned 


This is not just two courses moving in the same 
direction; it has a built-in spiraling effect. The more 
functions the government assumes, which is synony- 
mous with the government spending more money, 


pansion through debt or retained earnings instead of 
through floating new equity issues. 


Much of the economic effects of our tax structure 
has not been planned. In fact, our subcommittee 
studies revealed that not only had the effects not been 
planned, in most instances the effects were unknown, 
and even with our studies, the effects remain un- 
known and only give rise to dispute as to what they 
really are. However, everyone agreed that the effects 
are considerable and that the proportionately great 
tax take of today lies at the bottom of the effective- 
ness of the tax structure on our economy. 


* * * 


Aside from the implications brought to light about 
the use of the taxing power there were two other basic 
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the less functions private enterprise assumes. Private 
enterprise is the tax base, so as government expands 
in ratio to the overall economy, private enterprise or 
the tax base ratio declines. As the tax base declines, 
the tax rate must increase in order to maintain the 
same high tax take. It is essentially the tax rate which 
provides the energy for the control the taxing power 
exerts over the economy. 


7 * we 


By referring to many of the beneficial uses of the 
taxing power to produce economic effects we easily 
could come to the conclusion that the taxing power 
should be used deliberately to produce certain eco- 
nomic results including providing for more stability 
and growth in our economy. Of course, we could look 
at other economic results the taxing power has pro- 
duced and begin to wonder. For example, I believe 
that the excess-profits tax did more to hurt and stunt 
the growth of small and new industries than any 
single economic or political thing. 


I believe the double taxation of the corporate form 
of doing business has done more to hurt the growth 
and stability of corporations than any single thing, 
by placing, as it does, a premium on financing ex- 
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matters about taxes brought to light. Like the first 
factor, the other two require considerably more 
thought and study than have been given them. 


The first matter is inflation. Our panelists who dis- 
cussed what inflation is, under my questioning 
agreed that in essence inflation is a form of taxation. 
It takes purchasing power from the individual and 
transfers it to the political government. Of course, if 
the government is essentially a creditor and not a 
debtor this would not be the effect, but this is cer- 
tainly an academic point in modern times. Perhaps 
in any times because political government by its na- 
ture will be always a debtor to its citizens. 


But inflation also transfers purchasing power from 
one citizen to another. Now what has this to do with 
a discussion of our overall Federal tax structure and 
its economic effect? There are two basic things I 
want to point up. 


First, though inflation is a way of Federally- 
financing projects, is it a good way? Second, after re- 
viewing the thousands of requests for changes in our 
present tax laws to bring about what is always re- 
ferred to as equity and fairness, I have concluded 
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that 90 percent of these present-day inequities arise 
from the tax of inflation. 


For example, the cry about “locked in” invest- 
ments stems largely from the effects of inflation on 
our other tax laws. The change made in our tax laws 
to permit homeowners to sell an old house to buy a 
new one to escape the tax on the capital gain from the 
sale, the extra exemption given to people over 65 
because after all those on retirement and other fixed 
incomes were the ones hit the hardest by the inflation 
tax, the problems of business inventories and the use 
of LIFO, the present problems of tax treatment of 
replacement of capital equipment, the general prob- 
lems involved in capital depreciation are all exam- 
ples of inequities brought about by the tax of infla- 


tion. 


I am satisfied that if we would trace through most 
of the recent requests for tax relief we would find 
that they have their origin in the economic effects 
resulting from our government’s resorting to the tax 
of inflation to finance World War II. 


Most Important Measuring Standard 


When all is said and done I believe one of the 
most important principles that any Federal tax pol- 
icy must follow is to preserve the integrity of the 
dollar. Just as the standards of our weights and 
measures used in evaluating physical lengths, widths, 
thickness, quantities, and bulk must be kept exact 
and constant, so must our standards for evaluating 
economic events and economic trends be kept exact 
and constant. The dollar is the most important of all 
the measuring standards in the field of economics. 
A tax system that fails to protect the exactness and 
constancy of economic standards cannot promote 
real growth and stability in an economy. 


The third matter is as basic as the question of the 
use of the tax power and the question of the use of 
inflation as a method of taxation. The third matter 
has to do with the taxation of two different dollars, 
the consumer dollar and the investment dollar. This 
was a matter consciously posed by many of the com- 
mittee’s panelists. Organized labor’s panelists ex- 
pressed the view that our present tax structure was 
hitting the consumer dollar too heavily and that it 
was the plentitude of the consumer dollar that lay at 
the base of any expanding economy. That given the 


consumer dollar the investment dollar would always 
appear. In other words, given the demand for pro- 
duction, the capital formation necessary to provide 
the production would be forthcoming. 


Organized labor’s panelists expressed the thought 
that obviously the tax on the investment dollar was 
not excessive, because we were doing all right, but 
that to continue to do all right we had to continue to 
relieve the consumer dollar from the burden of tax- 
ation. 


However, labor’s spokesmen failed to appreciate, 
it seems to me, that when consumer demand outstrips 
production, inflationary forces are created which can 
become strong enough to break through any govern- 
mental system of brakes and controls to produce full- 
fledged inflation which is, of course, essentially a 
consumer’s tax. The investment dollar, unfortunate- 
ly, does not always flow to areas where there is a 
consumer demand. Even if there are plenty of invest- 
ment dollars the channels may be clogged by govern- 
mental action. Furthermore, there is such a thing as 
clogging up the source itself . . . 


Industry’s spokesmen argued that the investment 
dollar was being too heavily hit now and that there 
was not sufficient capital formation to bring about 
the continued growth and stability we should be able 
to look forward to in our economy. It was pointed 
out that around $14,000 capital investment is needed 
to keep one man employed in our American society 
of today, and that multiplying out the increasing 
labor force in America from population increases 
the necessary capital formation to keep labor em- 
ployed did not seem to be in the offing. 


Speculation, Not Conservatism 


One factor in this discussion was not fully touched 
upon in my opinon. After all, what is a consumer 
dollar can be shifted readily to an investment dollar, 
and likewise, what is an investment dollar can read- 
ily be shifted to a consumer dollar. The determina- 
tion of what is to be a consumer doilar or an invest- 
ment dollar lies in the psychological makeup of our 
165 million people. Obviously, as long as basic living 
needs must be fulfilled for a person, that person is 
not going to convert his dollar into an investment 
dollar. Equally obvious, if the Federal government 
taxes the investment dollar too heavily, there will be 
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considerable incentive to convert it into “living it 
up” as my kids now term it. 


I was disturbed to conclude from the answers | 
received to [questions put to panel witnesses] that 
not very many people had been thinking about the 
position government capital formation has been 
playing in our present-day economy. The labor econ- 
omists said there was adequate investment capital 
available because we were doing all right. The in- 
dustry economists said maybe so, but if we need 
$14,000 capital investment to provide a job for each 
person coming into the labor market in the future, 


we had best take heed now. 


Now I pose this question, has there been sufficient 
private capital formation in the immediate past to 
carry forward our economy and to build solid 
growth? The housing industry has grown to a large 
extent on the basis of government capital formation, 
not private capital formation. Certainly, FHA and 
VA guaranties and Fanny Mae and most of the other 
government housing programs are indirect financing. 


But what industry can operate without the eco- 
nomic function of insurance being performed by 
some capital formation? In my panel questioning to 
bring out my point, I referred to an insurance func- 
tion being performed in the private economy which 
is a type that government today is constantly per- 
forming in other economic areas without much com- 
ment. This particular operation, I might add, is one 
of high speculation and not of conservatism as we in 
this country have come to view the insurance field . . . 


Government Can Do It If— 


In other words, the question is: How much capital 
formation required to support our present-day econ- 
omy in all its varied ramifications has been supplied 
by the Federal government? Until we know this we 
are hardly in a position of commenting with any in- 
telligence on whether or not the investment dollar 
has been affected adversely by our Federal tax poli- 
cies. 


The argument for 20 years in the congressional 
committees and on the floor of the House has been, 


private enterprise isn’t doing the job, the perform- 
ance of the job is a social necessity, therefore gov- 
ernment must move in to do the job. Whether you 
talk about rural electrification, housing, medical at- 
tention, building municipal food markets in Phila- 
dephia, the pleas are all this way. 


Now, there can be two basic reasons why private 
enterprise is not doing the job: (1) because private 
enterprise lacks the initiative to do it, or (2) because 
government through its own policies has hampered 
private enterprise from doing the job. Shut off specu- 
lative capital and you can cut off private endeavor 
most effectively. Again, this is part of the Fabian 
Socialists plan. Emphasize the social nced for the 
service (and this can be built up emotionally by the 
demagogues to a point where it gets beyond all con- 
trol), hamper private enterprise from doing it, then 
cry, government must do it. 


To a degree, I am a liberal Republican but I have 
had little chance to demonstrate it since I have been 
in Congress. I am perfectly willing to have the Fed- 
eral government perform certain economic needs for 
our society provided (1) the need is clear, (2) pri- 
vate enterprise is not fulfilling the need, and (the 
point always overlooked in these discussions) a study 
reveals that private enterprise cannot fill the need, 
(3) that government’s entry is on an emergency basis 
and that plans simultaneously are set up to eliminate 
the reasons which have prevented and do prevent 
private enterprise from doing the job. 


I am regarded as a conservative because with my 
small and to date ineffective voice I continue to harp 
on the last point. I shall close upon it. The qustion is: 
How does our Federal tax system hamper the eco- 
nomic growth and stability of our economy? And 
how can we reduce such hampering to the minimum? 
The question is not how does our Federal tax policy 
promote economic growth and stability and how can 
we increase that promotion. In my judgment, herein 
lies the solution to our problems of providing maxi- 
mum employment and maximum happiness for our 
people, for the answers to the attainment of both our 
economic and spiritual values lie in providing the 
maximum amount of freedom for the individual per- 
son in his society. 





